EXECUTIVE SUMMARY

The Kansas Water Pollution Control Revolving Fund (the KWPCRF) is a way for the State of
Kansas through the Kansas Department of Health and Environment (KDHE) to help communities
finance water pollution control projects through low interest loans to local government. The
repayments on the loans are returned to the KWPCRF to “revolve” for use by other Kansas
communities. The “seed” money for the KWPCREF is provided by EPA through an act of Congress.
The States must provide a minimum 20% match to these Federal grants.

Through this partnership, the State of Kansas and local communities can work together to protect
and improve the environment while also building a financially stable fund to help meet municipal
water quality needs of future generations.

Beginning in FFY ‘93, KDHE in conjunction with the Kansas Development Finance Authority (KDFA)
determined the KWPCRF could sell additional revenue bonds to meet the volume of funding
requests from local governments, or “leverage” the KWPCRF to generate additional funding for
construction projects. This effort was successful, and KDHE in conjunction with KDFA has
continued to sell State match and “leveraging” bonds on many occasions to enhance and expand
the financial capability of the KWPCRF.

In conjunction with the FFY 2000 revenue bond issue, the Master Bond Resolution was also revised
to establish the Environmental Initiatives Fund within the KWPCRF, which can provide funding to
non-municipal applicants including non-point source pollution control projects.

The KWPCRF also provides technical assistance (planning review, design conferences,
construction inspection oversight) in addition to funding construction project costs. In FY ‘07, 19
wastewater authorities entered into new loan agreements and there were 15 minor and 5 major
amendments to increase the Loan amount, with a total of $35.2 million being invested for projects
related to public health protection, water quality improvement, and permit compliance. These
projects included:

e Abilene (Major Amendment): Construction of a new activated sludge wastewater treatment
facility to replace the existing inadequate wastewater treatment plant. Loan amount
$1,979,000. This project has also received EPA grant funding from a special appropriation by
Congress.

e Alma (Major Amendment): Upgrade and rehabilitation of the existing wastewater treatment
lagoon. Loan amount $1,462,654.

e Auburn: Construction of new interceptor sewers. Loan amount $550,000.

o Beattie: Upgrade and rehabilitation of the existing wastewater treatment lagoon. Loan amount
$183,163.

e Bird City: Construction of a new wastewater treatment lagoon facility to replace the outdated
and dilapidated mechanical wastewater treatment plant. Loan amount $474,925.

Columbus: Rehabilitation of the wastewater collection system to reduce infiltration and inflow.
Loan amount $700,000.



Edgerton: Upgrade of the existing wastewater treatment plant to improve the treatment
process. Loan amount $230,000.

Edna: Upgrade and rehabilitation of the existing wastewater treatment lagoon and sewer
rehabilitation. Loan amount $331,000.

Ellsworth: Upgrade and rehabilitation of the existing wastewater treatment lagoon. Loan
amount $1,100,000.

Eudora (Major Amendment): Construction of a new interceptor. Loan amount $614,000.

Gardner: Construction of new pumping station and force main to allow wastewater treatment
plant lagoon to be abandoned. Loan amount $4,318,315.

Halstead: Upgrade and rehabilitation of the existing wastewater treatment plant to improve the
treatment process. Loan amount $225,286.

lola: Upgrade and rehabilitation of the existing wastewater treatment lagoon. Loan amount
$2,751,000.

Junction City (Major Amendment): Construction of improvements to the existing Southwest
wastewater treatment facility. Loan amount $780,000.

Labette County S.D. #1: Construction of collector sewers and pumping station to serve an
unsewered subdivision. Loan amount $220,000.

Larned (Major Amendment): Construction of a new activated sludge wastewater treatment
facility to replace the existing inadequate wastewater treatment plant. Loan amount
$1,607,400.

Lehigh: Upgrade and rehabilitation of the existing wastewater treatment lagoon. Loan amount
$262,610.

Quenemo: Rehabilitation of the wastewater collection system to reduce infiltration and inflow.
Loan amount $650,000.

Tampa: Pump station replacement. Loan amount $160,000.

Topeka (Oak Amm): Rehabilitation of existing anaerobic digesters and construction of a new
larger force main for the Deer Creek pumping station. Loan amount $9,317,000.

Towanda: Construction of a new wastewater treatment lagoon facility to replace the
mechanical wastewater treatment facility. Loan amount $1,700,000.

Strother Field: Upgrade/rehabilitation/expansion of the existing wastewater treatment facility to
improve the treatment process. Loan amount $1,271,849. (Funded by the Environmental
Initiatives Fund.)

Valley Center: Construction of expansion and upgrade to the existing activated sludge
wastewater treatment facility. Loan amount $3,114,000.



e Wakeeney: Construction of a new wastewater treatment lagoon facility to replace the outdated
and dilapidated mechanical wastewater treatment facility. Loan amount $3,052,000.

The revolving fund encourages participation by cities with populations 5,000 or less. Fifteen of the
19 projects funded were for cities of 5,000 or less population. Since the revolving fund's beginning,
about 32.3% of the money loaned has been to small communities. Future KDHE efforts will work to
increase this percentage as small community needs increase due to more stringent sludge and
wastewater treatment requirements.

To qualify for a state revolving loan, the borrower must:

Show a public health, water quality, or permit compliance need.

Show financial need.

Dedicate a source of money to repay the loan.

Show the project is ready to proceed.

Repay the loan once the project is constructed, according to the agreed-upon schedule.
Meet the required federal and state laws and regulations of the KWPCRF Program.



I INTRODUCTION

This is the Kansas Annual Report for Fiscal Year (FY) 2007 (7/1/06-6/30/07) for the Kansas
Water Pollution Control Revolving Fund (KWPCRF). This Report describes how the State of
Kansas has met the goals and objectives of its Clean Water State Revolving Loan Fund (CWSRF)
for the previous fiscal year as identified in the Intended Use Plan, the actual use of funds, and the
financial position of the KWPCRF.

Il FINANCIAL OVERVIEW

In FFY ‘93 KDHE in conjunction with the Kansas Development Finance Authority (KDFA)
was successful in “leveraging” the KWPCRF through sale of a 20 year revenue bond. This effort
resulted in the sale of $71.2 million KDFA revenue bonds in January 1993 to provide the required
20% State Match and also “Leverage” additional monies. In FFY ‘95 a second revenue bond issue
was sold, providing additional State Match through the issuance of $6.915 in state match revenue
bonds. In FFY ‘97 a third revenue bond issue was sold for $39.26 million, providing additional State
Match and "Leverage" monies. In FFY ‘98 a fourth revenue bond issue of $80.5 million was sold, to
refinance a portion of the 1993 bonds and to provide additional "Leverage" loan dollars. In FFY
‘99, a short term revenue bond of $470,000 was sold to provide additional state match for the FFY
‘99 Capitalization Grant. Also in FFY 2000, a short term revenue bond of $2.5 million was sold to
provide additional State Match for the 2000 Capitalization Grant. In FFY 2000, a fifth revenue bond
issue of $82.915 million was sold to refinance the $2.5 million bonds and to provide additional State
Match and "Leverage" monies. At that time the Master Bond Resolution was also revised to
establish the Environmental Initiatives Fund within the KWPCRF, which can then provide funding to
non-municipal applicants, anticipated to fund non-point source pollution control projects. In FFY
‘01, a sixth revenue bond issue of $141.045 million was sold, to refinance selected prior bonds,
provide $4.8 M additional State Match, and provide $40 M additional "Leverage" monies. In FY ‘03,
a seventh revenue bond issue of $101.575 million was sold, to refinance selected prior bonds and
provide $90 M additional “Leverage” monies. In FY ‘04, an eighth revenue bond issue of $50.14M
was sold, to refinance selected prior bonds, provide $5.0M additional State Match, and provide
$40.0M additional “Leverage” monies. In FY ‘06, a ninth revenue bond issue of $118.86M was sold
to refinance selected prior bonds, provide $2.0M additional State Match, and provide $60.88M
additional “leverage” monies.

The KWPCRF has applied for an FFY ‘07 federal grant of $9,658,400 from the Title VI
allotment. Federal funds made available in FY ‘07 by all SRF grants were $0 (see Exhibit 3). Also,
recycled monies available in FY ‘07 were $9,103,839 (see Page R11 of the “Kansas SRF Binding
Commitment Summary” which is Attachment 1). State Match Bond funds of $6,466 were used in
FY ‘07 loans. The actual State borrowing amount for FY ‘07 Loans is determined by multiplying the
total FY ‘07 Loan Amounts (from Exhibit 1, Part 1) minus the project costs funded with recycled
monies and minus the project costs funded with Leveraged bond monies (i.e., $37,500) by 20/116.
In this way the necessary State Match for both the Loan and the 4% Administration monies is
provided as the binding commitment is established.

The total interest earnings include accrued interest during construction, interest repayments
on loans from communities, interest earned on State Match borrowing and Leveraged Bond
borrowing account balances, and interest earned on the Debt Service Reserve Fund (see Exhibit
3). In FY ‘07, $371,300 was drawn from the Federal ACH. (See Exhibit 11).

Kansas has made progress in meeting the State's water quality financing needs.
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3. Revenues and Expenses

The Statement of Revenues, Expenses, and Changes in Fund Net Assets is Exhibit
11 of this report. Fund revenues consisted of ACH draws of capitalization grants
restricted for administration, interest earned on investments and debt service
reserve funds, interest repayments on loans to communities, as well as capitalized
interest during construction on certain loans. Fund expenses included KDHE
administration expenditures, amortized bond issuance costs, arbitrage rebate, and
interest paid on bonds.

4, Disbursements

On an accrual basis during the fiscal year a total of $34,277,722 was disbursed,
reference Exhibit 8, which is the total Project Payments, Interest Accrued, and Fees
Accrued. This includes $6,452,503 "Basic Program" Federal monies ($5,333,392)
and State Match ($1,119,111), $18,019,668 of Leveraged Bond monies, and
$9,805,551 of recycled monies to numerous projects. In addition, $412,355 has
been expended for the annual audit, payment to DAAR for accounting and reporting
services, payment to KDFA for bond administration services, and KDHE
administrative expenses (see Exhibit 11). These expenses are paid from revenue
generated from a service fee charged to all loan recipients. The $6,803,895 TOTAL
Select Disbursements includes $6,452,503 "Basic Program"” plus $351,392 actual
KDHE program administration costs, including the costs to administer the Needs
Survey (see Exhibit 9).

5. Supplemental Information

Exhibit 14 entitled "Supplemental Schedules" contains three sections which provide
detailed information regarding investments, accounts receivable, and accounts
payable amounts included in the Statement of Net Assets. Earnings on investments
by the Pooled Money Investment Board within the State Treasurer=s Office accrued
at an annual rate of approximately 5.088% during the fiscal year.

0. Audit for FY ‘07

The State Single Audit for Fiscal Year ‘07 (i.e. 7/1/06 through 6/30/07) is being
conducted by Allen, Gibbs, & Houlik, L.C. and Berberich Trahan & Company, P.A.
The independent audit of the KWPCRF for the twelve months ended June 30, 2007,
also has been conducted by Allen, Gibbs, & Houlik, L.C. and Berberich Trahan &
Company, P.A. The independent audit report for FY ‘07 is included as Attachment 2
to this Annual Report.

B. Assistance Activity

Exhibits 1-3 and Exhibit 6 illustrate the assistance level financial activity of the Fund
for FY ‘07.
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Exhibit 1 shows new projects and increase amendments which the KWPCRF has
funded. The chartis separated into four sections: Part 1 lists all Section 212 publicly
owned treatment works receiving assistance; Parts 2 and 3 (not shown) would
present the Non-Point Source Management Program and the National Estuary
projects, respectively (of which there were none); and Part 4 shows the binding
commitment made to provide program administration costs. The projects funded in
FY ‘07 count toward "Cross-Cutters" requirements, and in the future additional
projects will be funded with all "Cross-Cutters" imposed to ensure total funded
projects exceed the total Capitalization Grants received for the program.

For each project, Exhibit 1 shows the communities served, project number,
assistance amount, binding commitment date, construction start date, initiation of
operations date, the type of assistance being provided, and the interest rate and
maturity of all loans.

Exhibit 2 shows a breakdown of binding commitments by quarter.
Exhibit 3 illustrates the sources of funds for FY ‘07 broken down by quarter.

The total provided for State Match since the inception of the Program is
$43,864,310. KDHE completed the sale of State Match bonds in July 2005 for
$2,000,000 with $813,465 used to also match the 2006 Cap Grant. The $1,186,535
remaining available State Match will be used to match a portion of the future 2007
Capitalization Grant.

Exhibit 6 shows the assistance amount provided to each Section 212 project by
needs category.

The level of risk for outstanding loans is consistent for the communities receiving
assistance, in that the KWPCRF typically requires a "General Obligation Pledge"
and so the bond rating of a community (or even the lack of a rating) is of secondary
importance. This demand for a"G.O. Pledge" coupled with KDHE review/approval
of the Financial Capability submittal and certification of fund sources available for
debt service (including loan repayments and existing debt) and operation,
maintenance, and replacement expenses ensures adequate funds are provided for
repayments to the Fund.

Several wastewater systems within the State are operated as a "utility", i.e., are fully
supported by the rate payers. These systems historically operate with "Revenue
Obligation" debt only. KDHE revised procedures within FFY ‘92 to accommodate
these systems. Any wastewater system which can not or does not present a
"General Obligation Pledge" is required by the covenants of the KDFA Revenue
Bond to secure the obligation of the Municipality to make loan repayments by an
Insurance Policy issued in favor of KDHE. The Insurer which issues the Policy must
be rated not less than "Aaa" by Moody's Investors Services, Inc. and "AAA" by
Standard & Poor's Corporation. These Insurance Policies typically require a 10%
loan reserve account be established and may require a rate covenant. Such loan
reserve accounts are held in trust by the Fund.
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C. Provisions of the Operating Agreement/Conditions of the EPA Capitalization
Grants

The State of Kansas agreed to numerous conditions in the Operating Agreement
and the seventeen previously received Capitalization Grant Agreements from EPA.
In prior years, KDHE had reported compliance with special conditions of old
Capitalization Grants from which administrative funds were actually being spent. In
FFY '98, EPA requested KDHE spend all Capitalization Grant funds in an
"expeditious and timely" manner. Therefore several older Capitalization Grants
were completely drawn down, with the administrative funds amounts carried forward.
Therefore, KDHE will report compliance with the Special Conditions of the most
recently received Capitalization Grant. KDHE believes all conditions have been
met, and several conditions are more fully described below. The following
conditions have been met as described in the operating agreement or the
capitalization grant agreement:

Agreement to Accept Payments

State Laws and Procedures

State Accounting and Auditing Procedures

Recipient Accounting and Auditing Procedures

Use of the Automated Clearing House (ACH)

Repayments

Annual Audit

Annual Report

Annual Review

Anti-lobbying

Rural Area Business Enterprise Development Plan

Use of EPA Approved Indirect Cost Rate

Prior EPA Approval of Administrative Contracts and Equipment Purchases
Development of Priority System, List, and IUP with Public Participation
Suspension and Debarment Certifications

Use of Administrative Monies in Compliance with 40 CFR 31.36

Use of Recycled Paper

Implement the EPA - approved Quality Assurance Plan

Hotel and Motel Fire Safety Act of 1990

Financial Status Reports

The following conditions are being met as described more fully below.

1. Provide 20% State Match.
KDHE and KDFA sold $2.0M State Match Bonds in July 2005 for the FFY ‘06 and
‘07 Capitalization Grants, and $1,186,535 of these bonds will provide a portion of
the State Match to the FFY ‘07 Capitalization Grant.

Additional State Match bonds will be sold in mid 2008 for the additional State Match
funding for the FFY ‘07 Capitalization Grant.
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2. Binding Commitments Within One Year

The State of Kansas will enter into binding commitments to provide assistance from
the KWPCRF in amounts greater than or equal to 120 percent of each quarterly
grant payment (per schedule in the grant offer or subsequent amendments) within
one year after each scheduled quarterly ACH increase. See Exhibit 4 for the
comparison of select binding commitments to grant payments.

3. Expeditious and Timely Expenditure

The State of Kansas will disburse all cash draws and other available KWPCRF
funds in a timely and expeditious manner. Kansas will monitor the projects to
ensure timely initiation of operations in accordance with the established schedules.

4. Eligible Activities of the KWPCRF
The eligible activities of the KWPCRF have not changed during the year.
5. Compliance with "Cross-Cutters" Requirements

The KWPCRF loan application packets reflect all “cross cutters” requirements. This
information is closely reviewed before signing a Loan Agreement, approving an
engineering contract, or approval of construction bids. Also, KDHE provides
oversight inspection and reviews on-going construction administration of all projects.

Any prior year's funded projects which met all "Cross-Cutters" that exceeded the
federal share of the capitalization grants were banked toward the next capitalization
grant's "Cross-Cutters" requirement. As additional Capitalization Grants are
received additional projects are being funded requiring compliance with "Cross-
Cutters" requirements, and so specific projects will be identified in future Intended
Use Plans. The Procurement Policy was revised within FFY ‘98 to ensure all
necessary Federal Cross-Cutters are included.

6. MBE/WBE (DBE) Requirement

The FFY 2006 and recent prior EPA Capitalization Grant includes various "fair
share" objective goals for the KWPCRF to provide MBE/WBE (DBE) participation.
There are now four separate categories of "fair share" objectives including supplies,
equipment, services, and construction for the entire agency. The KWPCRF
Procurement Policy reflects the (MBE/WBE) Disadvantaged Business Enterprise
utilization approach acceptable to EPA Region VII through the FFY ‘06
Capitalization Grant for the "construction” category. The supplies, equipment, and
services categories may be utilized with the 4% administration portion of the grant,
and are not reported here. MBE/WBE (DBE) participation for supplies, equipment,
and services are reported separately to EPA by KDHE. The "fair share" objective
goals for "construction™” within the FFY 2006 and recent prior Capitalization Grants
are MBE - 4.1% and WBE - 6.9%.
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The individual loan recipients submit a completed EPA Form 5700-52A within 15
days after each quarter in which sub-agreements were awarded for Loan Agreement
costs. These submittals are compiled by KDHE and a Quarterly MBE/WBE
Consolidation Report is submitted to EPA Region VII within 30 days after each
guarter in which sub-agreements were awarded for Loan Agreement costs.

For FY ‘07 for Loan Agreement (“construction”) costs, a total of $651,990 was
reported for sub-agreements with MBE/WBE firms. This includes $633,041 MBE
subcontracts and $189,493 WBE subcontracts. For the program to date 4.92 %
(10.79/219.3) of the total Capitalization Grants amount have been agreements
awarded to MBE firms, and 7.54% (16.53/219.3) have been agreements and sub-
agreements awarded to WBE firms.

7. Other Federal Authorities

The State of Kansas has complied with all applicable federal authorities and special
conditions of the EPA Capitalization Grants.

Recipients of KWPCRF assistance have complied with the program requirements
presented within the loan agreements between the recipient and the State of
Kansas. The recent loan recipients are required to submit project audit reports for
fiscal year 2006 by September 30, 2007, as specified in the Loan Agreements.
Typically, project audits are completed by all loan recipients where required by the
loan agreements, but not all are submitted by September 30. As in prior years,
KDHE will continue to pursue submittal of all project audits from loan recipients as
required by the covenants of the loan agreements. An audit tracking system is
maintained by KDHE to log incoming audits. After the September 30" deadline
reminder letters are sent out to those not received.

8. State Environmental Review Process (SERP)

During FY ‘07, the State of Kansas conducted environmental reviews on the 19
Section 212 projects in accordance with the SERP. It was determined that no
Environmental Impact Statements (EIS) were necessary; instead, an Environmental
Assessment (EA) was prepared and a Finding of No Significant Impact (FNSI) was
issued for each project.

9. Cash Draw Procedures

Exhibit 5 shows the total drawn from the Federal ACH for projects and
Administration expenses. Excluding Leveraged Bond monies and Recycled Loan
monies, this represents an 83.76% Federal Share in FY ‘07. Overall the program
now has an 83.09% Federal Share, excluding Leveraged Bond monies and
Recycled Loan monies.

10. Third Quarter Disbursement Schedule/Commitment

With reference to EPA Headquarters Memo 00-10, beginning in FFY 2000,
disbursement projections are no longer required by EPA.
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11. Independent Audit per 40 CFR 35.3165
The Division of Accounts and Reports (DAAR) of the Kansas Department of
Administration on behalf of KDHE and the KWPCRF has contracted for an audit per
40 CFR 35.3165 for FY ‘07.

12. Priority List and Intended Use Plan
A special condition on the FFY 2007 Capitalization Grant requires final documents
be submitted to EPA.

V. PROGRAM CHANGES

A. Comparison with the Intended Use Plan

The Annual Report reflects the following changes from the original Intended Use Plan.

. Of the projects listed on the Final FY 2006 IUP, 19 obtained loan agreements. The
19 projects which signed loan agreements were generally on schedule with the Final
FY 2006 IUP. The numerous other projects listed on the Final FY 2006 IUP
continue to be developed. The projects which have been funded are listed in Exhibit
1. The projects for Baxter Springs, Burton, Columbus, Edna, Gorham, Lehigh,
Ogden, Oskaloosa, Reserve (RHAG funding), Severy, and Tampa are all
coordinating project development with the CDBG program in hopes of obtaining
grant funding. All other projects are developing engineering studies and
applications.

. Program administration disbursements were estimated in the IUP to total 4% of the
projected disbursements for projects for the year. Actual administration
disbursements totaled $770,408 ($358,053 ACH plus $412,355 service fees) (see
Exhibit 11) or 11.94% of Federal/State disbursements (see Exhibit 5). If the
Leveraged Bond and Recycled Monies disbursements are also considered, total
disbursements including capitalized interest accrued and service fees accrued are
$34,277,722 (reference Exhibit 8), and administration disbursements are only 2.25%

of the total.
B. Modifications of Goals and Objectives
. The Final FY 2006 IUP listed six long term goals, and KDHE management of the

KWPCREF reflected these goals. KDHE efforts are to manage the KWPCRF to
provide a financing option attractive to local governments in constructing water
pollution control projects of high priority to both the local and state governments,
while protecting and maintaining the financial security of the revolving loan fund in
perpetuity. KDHE anticipates no modifications to the long term goals of the
program.

. The Final FY 2006 IUP also listed seven short term goals, and KDHE has made
progress in achieving these goals in FY ‘07. The KWPCRF continues to fund
projects on a priority basis from the approved Project Priority List, while also offering
low interest loan financing to nearly any and all projects for municipalities with
population of 5,000 or less.
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VI.

PROPOSED IMPROVEMENTS

A.

Modification of the Program

At the time of this FY ‘07 Annual Report, i.e. June 30, 2007, KDHE is concentrating
on developing many smaller (i.e., less than $1.0M), and several mid-size (i.e., $1.0
M to $10.0M) projects. Due to reduced Federal funding for the Clean Water SRF
programs and the full utilization of the leveraging capability of the KWPCRF, several
larger cost projects have been denied funding by the KWPCRF, and are proceeding
with local bond issues. KDHE is considering changes to the program to increase
revenue earnings on cash funds and from the loan agreements. As before, the
Priority System targets projects on a watershed basis, with the Governor's Water
Quality Initiative directing resources to the Kansas/Lower Republican basin and also
the Lower Arkansas basin.

Long and Short Term Goals for Future IUP

KDHE will continue the long-term goals of the Program and the short-term goals as
well as develop the new Environmental Initiative Fund capability to finance non-
municipal and non-point source pollution control projects. The large number and
small size of projects and the scheduling of these projects continues to be
challenging. These issues and priorities will be debated in the public hearing
process of the Intended Use Plan.

The Kansas Surface Water Quality Standards continue to be updated with revisions
adopted on an annual basis and so the required upgrades to wastewater treatment
facilities are proceeding. Even with the potential of delays for certain projects, all
available funds in the KWPCRF are being exhausted by the projects which are now
voluntarily proceeding. KDHE will continue to encourage all necessary projects
proceed with construction of upgrades. KDHE completed the sale of additional
State Match and Leveraged Revenue Bonds in July 2005.

KDFA continues to provide services as required by the revenue bonds. Accounting
and reporting services are provided by the Kansas Department of Administration. A
three-party Inter-Agency Agreement is in place presenting the duties,
responsibilities, and payments for services.

KDHE is continuing to develop options to provide funding to Non Point Source
(NPS) pollution control projects with the establishment of the EIF.
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